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Summer Workshop 
Enlivens Economic Education 


The sixth annual Michigan State Work- 
shop in Economic Education, to be held 
August 2 through 20 at the Kellogg Center, 
will attract both school and college teachers. 
The Director is Dr. Richard W. Lindholm 
of the Department of Economics, assisted 
by Dr. Leonard Luker of the Division of 
Secondary Education and Dr. Melvin Segal 
of the Department of Social Science. 

Among the features of the newly revised 
program is a discussion of free trade and 
protective import duties led by Michigan 
business men. Sessions directed by econo- 
mists include discussions in the following 
new areas: Social Security, Economic Devel- 
opment in Underdeveloped Areas, and Eco- 
nomic Impact of War and Threats of War. 
The education section will present a group 
of leaders conversant with established con- 
cepts of teaching in relation to the field of 
economics. 

The workshop has as its purpose the facili- 
tation of the teaching of economics at all 
levels. Large grants from business help to 
make the sessions possible, and success in 
previous years can be partially measured by 
the continued support of business. 


For information on scholarships still avail- 


able, write to Dr. Luker. 
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MICHIGAN'S FISCAL SITUATION 


By DENZEL C. CLINE* 


For years the state government of 
Michigan had a serious fiscal problem, 
with a rapidly mounting deficit. This 
trend has been checked. It appears 
that when the books are closed for the 
fiscal year ending June 30, 1954, they 
will show that the deficit has been 
eliminated. How was this accomplished? 
What does it mean? 

It is easy to become confused, as the 
state has many different funds, and the 
greater part of its revenue is earmarked 
for particular funds and _ purposes. 
These special purpose revenues have 
been earmarked by constitutional 
amendment or by the legislature for 
distribution to local governmental units 
or for other designated expenditures. 
General purpose revenues are those go- 
ing into the state general fund which 
are available for expenditure for any 
purpose decided upon by the legisla- 
ture in adopting appropriation acts. 

The “deficit” refers to the condition 
of the state general fund. This depends 
basically upon the relationship between 
the general purpose revenues only and 
the expenditures charged against them, 
and not upon the total state revenues 
and expenditures. General purpose 
revenues constitute considerably less 
than half of the total collections. Thus 
official reports for the state’s fiscal year 
ending June 30, 1953 show total reve- 
nues of $736 million, of which general 
purpose revenues were $349.7 million. 

A general fund “operating deficit” 
exists when general purpose revenues 
for a particular year are less than the 
expenditures in the same year payable 

Dr. Cline is Professor of Economics at 
Michigan State College and a longtime 
specialist in government finance. 


from such receipts. Annual operating 
deficits reduce the size of the general 
fund balance (the amount left in the 
fund at the close of each fiscal year), 
and eventually result in a negative bal- 
ance, called the “general fund deficit”. 
Conversely, annual operating surpluses 
are necessary to reduce an existing 
deficit, and if continued, will result in 
again accumulating a surplus known 
as the general fund balance. These 
terms are necessary for a proper under- 
standing of the extreme variations in 
recent years in the fiscal situation of 
the state. 


Deficit to Surplus to Deficit 


Michigan has known deficits before. 
Back in the depression of the early 
1930’s, adoption of the constitutional 
amendment limiting taxes on property 
(the 15-mill amendment Art. X, sec. 
21) forced the elimination of the state 
levy on general property. Despite the 
adoption of the 3 per cent retail sales 
tax as the principal revenue for the 
general fund, there were annual oper- 
ating deficits. By 1939 these had ac- 
cumulated a general fund deficit of 
$26.8 million, which was deep in the 
red in comparison with the much 
smaller revenue collections of that era. 

Then, during the war period, the 
deficit was soon eliminated and there 
was a rapidly growing general fund 
balance. Because of inflation, war- 
induced prosperity and higher incomes, 
there was a spectacular rise in sales tax 
collections and other state revenues. 
Furthermore, the war forced postpone- 
ment of construction of buildings and 
other capital improvements. Thus, 
there were abnormal annual operating 


[1] 


J 
“4 
© 
| 
| 
i 
i 
3 


surpluses to swell the general fund 
balance. 

The state surplus was suddenly 
wiped out in 1945 by legislation cre- 
ating the veterans’ trust fund and the 
transfer of $50 million to it from the 
general fund. The money was invested 
in U. S. government securities. The 
principal of the trust fund has been 
maintained intact, but the annual in- 
come from investments is earmarked 
by law for assistance and other ex- 
penditures of special benefit to war 
veterans. In effect, a $50 million en- 
dowment fund was established from 
the war-time operating surpluses and 
has been maintained despite later awe- 
some deficits and heavy borrowing by 
means of bond issues. 

After completion of the transfer of 
the $50 million to the trust fund, the 
general fund built up rapidly again 
until it reached a year-end balance of 
$33.7 million on June 30, 1948. There- 
after, state finances showed the effects 
of the sales tax diversion constitutional 
amendment adopted in 1946 (Art. X, 
sec. 23). There were continuous large 
operating deficits until the accumulated 
deficit amounted to $65.3 million on 
June 30, 1952. In other words, in four 
years there was spent from the general 
fund $99 million more than was col- 
lected in general purpose revenues. 

The $65.3 million deficit represented 
the total owed by the general fund to 
various accounts. In effect, the excess 
spending was done by using cash in 
the balances of other funds, or money 
committed to other purposes but not 
actually payable until later. This could 
be done for a time, but eventually the 
cash position of the treasury became so 
low that all payments could not con- 
tinue to be met promptly. On certain 
occasions, for example, state aid pay- 
ments were not made to school dis- 
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tricts when due, but had to be post- 
poned until sufficient money came into 
the treasury from current tax collec- 
tions. 

Finally, the legislature was con- 
vinced that additional taxes must be 
imposed to correct a deficit situation 
which was rapidly becoming desperate. 
The changes in revenue laws will be 
discussed later. Here the fiscal effects 
of the additional taxes and other meas- 
ures to aid the general fund will be 
mentioned. These had the consequence 
of bringing the cumulative deficit down 
to $31.3 million by the close of fiscal 
1953, and this remainder is expected 
to be eliminated by June 30, 1954. 

What about next year? The legis- 
lature at its recent session appropriated 
a total of $366.3 million for expendi- 
tures in fiscal 1955. The budget esti- 
mate of the anticipated revenue for 
these expenditures is $365.5 million. 
Usually there are deficiency appropria- 
tions, and some may be expected be- 
fore the year ends. On the other hand, 
the total amount actually spent usually 
is considerably less than total appro- 
priations each year. Whether the reve- 
nues will equal or exceed the general 
fund expenditures in the coming fiscal 
year depends upon factors still un- 
known. The amount of revenue col- 
lected will depend primarily on the 
economic conditions of the coming year. 

An unanticipated factor which was 
upsetting to lawmakers endeavoring to 
balance the budget for next year was 
the pay raise ordered in March by the 
civil service commission.* This came 
two months after the governor’s budget 

Michigan voters in 1940 approved a 
constitutional amendment establishing the 
state civil service (Art. VI, sec. 22). The 
power to fx rates of compensation for all 


positions tinder civil service was given to the 
commission. 
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had been prepared and submitted to 
the legislature. Adjustments were hur- 
riedly made so that the sum of $5,- 
166,000 was included in the appropria- 
tions for 1955 for wage and salary 
increases for employees, including those 
of the state educational institutions. 


Sales Tax Diversion 


The nemesis of state finances since 
1946 has been the sales tax diversion 
amendment. Previously, the sales tax 
was unrestricted general purpose reve- 
nue. Now the constitution earmarks a 
“one cent sales tax levy” for distribu- 
tion to local governments. Half goes to 
school districts according to the school 
census (children between the ages of 
5 and 19 years); half is apportioned 
on a population basis among cities, 
incorporated villages, and townships. 

In addition, the amendment requires 
the legislature to make an annual ap- 
propriation for state aid to school dis- 
tricts for the following year in an 
amount equal to 44.77 per cent of total 
sales tax collections in the preceding 
fiscal year. Although two-thirds of the 
sales tax still goes to the general fund, 
this mandatory state aid provision 
places a severe restriction on the legis- 
lature in the use of funds. 

Sales tax collections have mush- 
roomed from $115.8 million in fiscal 
1946 to $261 million in 1953. Budget 
estimates of revenue from this source 
are $276 million in 1954 and $264 
million in 1955. As long as sales tax 
receipts mount, the two-year lag in the 
base determining the size of the re- 
quired school aid appropriation works 
to the advantage of the general fund. 
But when collections dip, it has a 
“time-bomb” effect: the state has less 
money to pay the schools the amount 
due according to the higher sales tax 
revenue two years earlier. 
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In recognition of this problem, a pro- 
posed revision of the sales tax distri- 
bution amendment (the Conlin Plan) 
is being submitted by the legislature to 
the voters at the November 1954 gen- 
eral election. If adopted, the revised 
amendment would eliminate the time- 
lag. The following changes would be- 
come effective July 1, 1955: 

1. The cost of collecting the sales 
tax by the department of revenue 
would first be deducted. In effect, 
local units would bear a propor- 
tionate share instead of the entire 
cost being borne by the state. 

2. The one-half cent would con- 
tinue to be distributed on a census 
basis to cities, villages and town- 
ships. In computing population, 
however, only half of the inmate 
population of institutions would be 
counted where located. 

3. School districts would receive 
as state aid annually the current yield 
of a 2 cent sales tax. This revenue 
must be deposited currently as col- 
lected in a special school fund. It 
would be distributed on a basis deter- 
mined by the legislature. The money 
could be used only for state aid to 
schools and for the retirement of 
school employes. 

4. The sales tax rate would be 
limited to a maximum of 3 per cent. 


General Obligation Bonded Debt 


The state’s fiscal situation is affected 
by the annual outlays from the general 
fund for interest and principal pay- 
ments on debt. Some $203.9 million 
of state general obligation serial bonds 
are outstanding. If approved by the 
voters at the November 1954 general 
election, another $80 million will be 
added to the state debt. 

The state had only recently become 
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free of debt when the people amended 
the constitution in 1946 to authorize 
issuing bonds up to $270 million for 
bonus payments for military service in 
World War II. This was later amended 
to include payments to beneficiaries of 
deceased Korean war veterans. Up to 
May 1954, World War IT bonus claims 
totaling $220 million -had been paid, 
and $740,250 had been given to sur- 
vivors of Korean war veterans. 

The new proposal to be decided in 
November will be whether to issue $80 
million of state bonds for bonus pay- 
ments to Michigan residents in military 
service more than 60 days during the 
period June 27, 1950 to December 31, 
1953. The size of the payments would 
be the same as for the previous bonus: 
$10 for each month of military service 
within the country, $15 for each month 
outside it, but the total not to exceed 
$500. No one receiving the previous 
bonus would be eligible for this one. 

In addition to the bonus bonds, the 
state incurred a general obligation debt 
of $65 million in 1950 for building 
construction and equipment of hospi- 
tals. This borrowing was a consequence 
of the tight financial condition of the 
treasury. Ordinarily, a state pays for 
such capital outlays from current reve- 
nues. For many years we had an in- 
adequate building program. With the 
growth in the number of patients, the 
institutions for the mentally ill became 
tragically overcrowded, and tack of 
funds prevented correction of the situa- 
tion. Finally, the voters approved a 
state bond issue which was supposed to 
be sufficient for catching up on mental 
and tubercular hospital construction. 

The date of final maturity of the 
serial bonds outstanding is 1971 for 
the hospital bonds and 1965 for the 
bonus bonds. 

A total of $230 million of the bonus 


bonds was sold, with average annual 
maturities of $13 million. Total bonus 
payments have been $220 million, so 
the state had a large sum of unused bor- 
rowed money in the veterans’ military 
pay fund and was paying interest on 
the bonds it represented. Usually in 
such a situation the unneeded money 
would be used to buy up and retire 
outstanding bonds to stop further in- 
terest on them. This was not done. 
Because of the precarious budget situ- 
ation, the sum of $6.5 million was 
transferred to the state general fund 
in fiscal 1953 and used to meet part 
of the amount required in that year for 
interest and principal payments on the 
veterans’ bonus bonds. 

If the $80 million bond issue is ap- 
proved, the full impact on the state 
budget will not come until all of the 
present bonus bonds have been paid 
off. The proposed constitutional amend- 
ment provides that maturities of the 
serial bonds to be issued shall be 
arranged so as not to exceed $1 mil- 
lion in each of the first ten years, begin- 
ning in 1956. Thus the additional an- 
nual charge on the state budget for debt 
service for a decade probably would 
not be more than $3 million ($1 mil- 
lion retirement and $2 million interest). 


Revenue Legislation 


Some radical changes in state- 
local fiscal relations and in the reve- 
nue system have occurred as a result 
of the two amendments adopted in 
1946. One authorized the issuance of 
state bonds and payment of a bonus to 
Michigan veterans who had served in 
the military forces in World War II. 
The 1947 legislature imposed the ciga- 
rette tax of 3 cents a pack to meet this 
new charge on the general fund for 
principal and interest payments on the 
bonds. The tax proved to be consider- 
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ably more productive than required 
and thus contributed badly needed 
revenue for other expenditures. In 
fiscal 1953 the cigarette tax brought in 
$25.7 million, while the debt service 
payments on the bonus bonds amounted 
to $14.4 million. 

Although it was evident that much 
more additional general fund revenue 
had become necessary as a consequence 
of the second constitutional amend- 
ment, the sales tax diversion, four 
years passed before further legislation 
was enacted to increase taxes. Begin- 
ning in 1951, however, the next three 
years brought some major adjustments 
in state revenue laws. 

First came the boost in the gasoline 
tax from 3 cents to 42 cents a gallon 
and in the rates of the motor vehicle 
registration weight tax applied to heavy 
trucks. More money was thus provided 
for state, county and municipal roads 
and streets. Although this highway 
revenue was imperative, it could do 
nothing to improve the budget situa- 
tion, since these taxes are earmarked 
by the constitution exclusively for high- 
way purposes (Art. X, sec. 21). 

Another 1951 tax measure elimi- 
nated from the corporation annual 
privilege tax law a highly discrimina- 
tory ceiling provision and raised the 
rate of the tax. Further revisions 
occurred in the next two years to 
broaden the base, improve the alloca- 
tion formula, and greatly enhance re- 
ceipts. The tax is now 4 mills per 
dollar on that part of a corporation’s 
capital and surplus allocated to Mich- 
igan. In 1950, when the rate was 24% 
mills and maximum tax required of 
any corporation was $50,000, the tax 
produced $10.5 million. Three years 
later the annual tax on corporations 
had jumped to $35.5 million. 


A change in 1953 in the date of 
payment of the corporation tax wiped 
out over half of the existing state deficit, 
and this feat of fiscal engineering was 
accomplished without increasing the 
taxes payable. Previously, the tax for 
the calendar year for the privilege of 
doing business had to be paid by 
August 20. By simply advancing the 
payment date by three months, the 
taxes for two different calendar years 
became payable in the same fiscal year 
for the state. Thus the legislature 
achieved the seemingly amazing result 
of gaining for the general fund in fiscal 
1953 an extra year’s corporation tax 
receipts. Since the amount of annual 
tax payable by the corporations was 
not affected, this was an astute and 
painless riddance of a major portion of 
the accumulated deficit. Obviously, it 
was a once-only device, but it helped 
immensely in getting the general fund 
out of the red by the end of fiscal 1954. 

The intangibles tax law also has 
been revised to aid the state budget 
materially. This is a tax first imposed 
in 1939 when the legislature exempted 
all intangible personal property (stocks, 
bonds, mortgages, bank deposits, etc. ) 
from the local general property tax. 
Until recently, all proceeds of this tax, 
after deduction of 3 per cent for col- 
lection costs, were distributed to cities, 
villages and townships on a population 
basis. The annual share for local units 
was limited to $11 million in 1951, and 
beginning in fiscal 1953 was restricted 
to the first $9.5 million of revenue col- 
lected each year from this source. 

The intangibles tax base was broad- 
ened and rates increased, thus expand- 
ing the revenue from $11 million in 
1950 to $16.1 million in 1953. The tax 
was extended to stock of national and 
state banks, and a special rate of 542 
mills per dollar of capital and surplus 
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applied. The tax of | 25 of | per cent 
on bank deposits and building and 
loan shares was not changed, but the 
rate on income- producing intangibles 
(interest and dividends) was fixed at 
3/2 per cent instead of 3 per cent, the 
previous rate. 

Because of the amount of sales tax 
money given to local units by the diver- 
sion amendment and the consequent 
precarious position of the state general 
fund, there were efforts to retain all of 
the intangibles tax by the state. Oppo- 
sition trom local units prevented this, 
but the legislature did succeed in re- 
stricting the amount distributed so that 
the state keeps all of the revenue in 
excess of $9.5 million a year. There is 
the possibility, therefore, of providing 
more money for the state by further 
changes to increase the yield of the in- 
tangibles tax. As much as is needed of 
the state’s share of this is earmarked 
to meet interest and principal payments 
on the state hospital bonds. 

The use tax also is now more pro- 
ductive as a result of changes in the 
law in 1953. Unlike the retail sales 
tax which it supplements, it is not in- 
cluded in the sales tax diversion amend- 
ment, and any increase in receipts assists 
the state budget. All use tax collections 
go to the general fund. 

The sales tax applies to sales by 
retail merchants and dealers, not to 
casual or isolated sales. Retailers are 
required to pay the tax on theif sales of 
both new and used merchandise. Some 
automobile dealers evaded the tax on 
their sales of used cars by “title skip- 
ping”. The sale of a used car would be 


made to appear casual by having the 
title to the vehicle transferred directly 
from the former owner to the person 
buying the car from the dealer. 

To curb such evasion, as well as help 
budget, 


the state the legislature ex- 


ended the use tax, with certain excep- 
tions, to all transfers of title of motor 
vehicles whenever the sales tax is not 
collected. The use tax already was 
being collected whenever a person ob- 
tained Michigan license plates for a 
motor vehicle purchased outside the 
state. Now, however, the purchaser of 
of a car within the state must pay the 
use tax before he can get his license 
plates unless he has paid the sales tax. 

It was estimated that by making all 
casual sales of used cars subject to tax, 
an additional $6 million in use and, 


indirectly, in sales tax revenue would 
result. Only part of this additional 


revenue, however, goes to the state for 
general purposes because most of the 
resulting sales tax money must be dis- 
tributed to local governmental units. 

The business activities tax was 
adopted in June 1953 to be effective 
for a period of one and three-quarters 
years, beginning July 1, 1953.* Itis a 
completely new type of tax in this 
country. 

Since there had been no experience 
with such a tax, it was hazardous to 
predict how much revenue it would 
produce. When the bill was introduced, 
sponsors of the measure said it would 
bring in $35 million a year. Despite 
further deductions allowed by amend- 
ments before adoption of the tax law, 


this estimate appeared surprisingly 
close, as indicated by collections tor 


the first two quarters. Accordingly, 
the revenue estimates included in the 
budget submitted by the governor to 
the 1954 legislature include anticipated 

*Act 150, Michigan Public Acts of 1953. 
For an excellent analysis, see: Peter A. 
Firmin, THE MICHIGAN BUSINESS RE- 
CEIPTS TAX, University of Michigan, Bu- 
reau of Business Research. 1953. pp. 149. 
Milton B. Diekerson, “The New Michigan 
Business Receipts Tax”, BUSINESS TOPICS, 
November 1953, pp. 1-7. 
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receipts from the business activities tax 
of $24 million in fiscal 1954 (for three 
quarterly payments due within the 
year), and $35 million during fiscal 
1955. 

Because the new business tax is 
such an important revenue producer, 
the condition of the general fund at 
the end of next year will depend greatly 
upon the amount it actually yields. The 
receipts from this tax, like those from 
the retail sales tax, will fluctuate with 
the level of economic activity. 

Although the act specifically states 
that the tax shall expire on March 15, 
1955, it is unlikely to be “temporary” 
unless invalidated by the courts. It will 
be easier to extend it as a permanent 
revenue than to obtain adoption of an 
equally productive substitute. Clearly, 
the pressure for money for future budg- 
ets will not permit dropping this tax 
without replacing the revenue. 

The bill to impose the business 
tax was hastily drafted and promptly 
passed without adequate study, at the 
very end of the long 1953 session of 
the legislature. The new tax law was 
much improved, however, by amend- 
ments in 1954 (Act 17) correcting 
faulty language and clarifying various 
terms and provisions. 

The business activities tax applies to 
any person or firm engaging in any 
business activity and having sufficient 
taxable receipts from business in this 
state. The tax is 4 mills per dollar on 
a broad base designated as “adjusted 
receipts”. Various exclusions, exemp- 
tions and deductions are allowed; and 
in any case a minimum of 50 per cent 


of the receipts can be subtracted in 
computing adjusted receipts. The allow- 
able deductions include all amounts 
paid to any other business which is sub- 
ject to the tax, or which would be if 
located in Michigan. Since payments 
for materials purchased are deducted, 
apparently it was intended that the 
business tax should be essentially one 
upon the “value added” by each firm. 

After determination of its adjusted 
receipts, each firm also is allowed a 
flat exemption of $2,500 on each quar- 
terly return, or a total of $10,000 a 
year. This exemption is the same for 
each taxpayer regardless of the size of 
the business. 

Since at least half of a firm’s busi- 
ness receipts may be deducted, and 
there is also a $10,000 annual exemp- 
tion, this means that the gross receipts 
must exceed $20,000 a year before any 
tax is payable. This figure is higher 
when the allowable deductions amount 
to more than 50 per cent of the receipts. 

An important unanswered legal 
question is whether the business tax 
law is valid with respect to receipts 
from sales in interstate commerce, 
whether Michigan has the authority to 
tax them will be known only when a 
test case has been decided by the U. S. 
Supreme Court. If the law, or part of 
it, is invalidated, there is the further 
question whether the state would be 
required to reimburse those from whom 
the tax had been collected. In view of 
the uncertainty of its constitutionality, 
it may be premature to boast that the 
business activities tax has solved the 
state deficit problem. 
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A GREAT MIDWEST ECONOMIST 


Economics is a big field; it is a long way around it. A survey of it can start 
wherever you are, so it is quite fitting that we begin a monthly survey of major 
figures in this field with a man who passed his life in our own part of the 
country, though his considerable influence was nationally felt. 

John Rogers Commons, born in Ohio in 1862, spent most of his adult life as 
Professor of Economics at the University of Wisconsin. He was a rare combi- 
nation of academic economist and practical adviser to public officials, and his 
experience in public policy matters greatly influenced his views regarding 
theoretical economic analysis. 

Among many other appointments, he was connected with McKinley’s Indus- 
trial Commission, the Wisconsin Industrial Commission (1911-1913), and the 
U. S. Commission on Industrial Relations (1913-1916). He was in large part 
responsible for the drafting of Wisconsin’s civil service and public utility laws. 

His major scholarly works were The Legal Foundations of Capitalism (1924), 
Institutional Economics (1934), and the posthumous Economics of Collective 
Action (1950). These established him as one of America’s leading institutional 
economists. With Thorstein Veblen and Wesley Clair Mitchell he led the revolt 
against the prevalent neo-classical orthodox economic theory of the first quarter 
of the twentieth century. 

To John R. Commons the economy was not an automatic impersonal mech- 
anism, as it was viewed by most of his contemporaries. He stressed the 
significance of organized group pressures, the legal framework, and _institu- 
tionalized customs in explaining and understanding the functioning of the 
economic system. Most of his time was spent in analyzing the ways in which 
these groups and legal traditions grew and developed within the American 
environment, and he stressed the necessity for realism in all of his theoretical 
works. 

Although Commons has never as yet attracted a sizable number of disciples, 
it is possible that his influence will steadily appreciate as more and more 
economists attempt to take political and cultural elements into account in their 
analysis. Commons was a pioneer in this integration, and as the trend toward 
a unified approach to the social sciences increases, his reputation also grows. 


Our thanks are due to Dr. Leonard S. Rall, Professor of Economics, Michigan State 
College, for the material used in this sketch. 


MONTAGUE: MICHIGAN'S $30,000,000 
CHEMICAL EMPIRE OF THE FUTURE 


By ANNE C. GARRISON* 


Our story gets off to a very slow 
start, with the long peaceful deposit- 
ing of salt under a quiet ocean four 
hundred million years ago, give or take 
a few centuries. Nothing spectacular 
to see, no one there to watch, and no 
place for him to stand if he had been 
there, for in that far-off Silurian era 
most all Michigan was under water, 
and the uneventful precipitation of salt 
went on for a time longer than we 
could easily estimate. The millions of 
years since that time buried the Salina 
salt beds, that extend over two thirds 
of the Lower Peninsula, north of a 
line extending roughly from Detroit to 
Muskegon, under two or three thous- 
and feet of assorted sedimentary rock, 
topped with glacial drift. Such is the 
geological prologue (see Figure 1). 


The Rise and Fall of the 
Lumber Towns 


To skip a considerable period of 
time, we come to western Michigan in 
the 1880’s. The lake shore is a series 
of thriving lumber ports; the state is 
being chopped down, sawed up and 
shipped off, to aid in the building of 
midwestern cities. Every bayou and 
inlet has its part in this lumber trade. 
Among these active towns is Mon- 
tague, on White Lake, a few miles 
north of Muskegon. Its excellent port 
facilities and its sawmills keep busy 
a population of 2,400. The account 
of the decline of the lumber industry 
is a familiar one. By 1900 the saw- 


*Mrs. Garrison is Associate Editor of 
Business Topics. 


mills are gone from Montague, and 
with them the chief source of the 
town’s prosperity. Many coastal towns, 
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Figure 1. Diagram of Geological Forma- 
tions at Montague, Michigan. 


in a genteel state of slow decay, are 
prolonging their lives by turning to the 
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resort trade. Up to 1930 this interest 
kept at least a seasonal activity going 
in Montague. Though the permanent 
population declined to as little as 880, 
the Goodrich Steamship Line brought 
in boatloads of summer people from 
Chicago, and the town hung on more 
successfully than many others in the 
same predicament. The depression 
was almost the end, however. Hard 
times were bad enough, but even with- 
out them, the family car was changing 
the pattern of the American vacation: 
fewer and fewer people who could 
afford to travel wanted to spend their 
summer in one place. By 1934 the 
town was down and out. Its first 
piece of good luck was founded on 


misfortune in the neighboring com- 
munity of Whitehall, across White 
Lake. A local iron foundry was 
burned out and sought new quarters 
in Montague. It was followed by a 
pattern shop and a couple of other 
small metal industries, until by 1950 
the population had risen again to 
1,500, and the town had achieved a 
sort of equilibrium. 

Up to this point the story is typical 
of a score or more of western Michi- 
gan towns, turning from lumber to 
resorting or cherry-picking or small 
industry in an effort to stay alive. But 
in this particular case an unprece- 
dented factor enters the story. 


Scate Mile 
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Hooker Electrochemical Co., Property 

Du Pont, E.1., De Nemours & Co., Property 

Union Carbide & Carbon Corp., Property 

Existing Chesapeake and Ohio Railway 

Existing Track Owned by Hooker Electro- 
chemical Co. 

Proposed Track to be Built by Chesapeake 
and Ohio Railway 


Proposed Track to Serve Du Pont and Union 
Carbide Properties 


Figure 2. Map of White Lake Area 
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An Industry in Search of a Home 


Fifty years ago the Hooker Electro- 
chemical Company began to manu- 
facture caustic soda and_ bleaching 
powder at Niagara Falls, New York. 
This location was chosen for its elec- 
tric power, its water supply, proximity 
to markets, and a large supply of salt. 
The company prospered, and set up a 
plant in Tacoma, Washington, in 


ing for a site for a plant more con- 
venient to this market. 

A textbook on one phase of eco- 
nomics could be written by observing 
how an intelligently-directed firm goes 
about seeking a location to satisfy 
definite needs. The process can be 
likened to the circling and hovering of 
a hawk, that takes in an enormous 
area, surveys it from a great height, 


Photograph Courtesy Bervin Johnson, Whitehall, Michigan 


Hooker Electrochemical Co., Montague, Michigan 


1929, to supply the West Coast with 
caustic soda and chlorine products, 
essential in many industries including 
pulp and paper and petroleum pro- 
duction. By 1950 the firm was turn- 
ing out one hundred different chem- 
icals, from benzoates to descaling com- 
pounds. It had many midwestern 
customers for whose patronage it had 
to compete with suppliers closer at 
hand. Consequently it set about look- 


then narrows its circuit of search in a 
descending spiral and finally alights 
upon the one right spot. The Hooker 
people made this sort of survey. First 
they outlined their specific needs: 

1. A midwest location, as close 
as possible to the customers who 
are now the principal buyers: the 
pulp and paper plants of northern 
Wisconsin and Minnesota, and the 
growing chemical industry of the 
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Chicago area. As caustic soda and 
chlorine are basic chemicals selling 
at $50-60 a ton, the cost of freight 
is of major importance to the con- 
sumer. 


2. Low cost power, for use in 
the manufacturing of caustic soda, 
chlorine and hydrogen. These are 
produced by electrolysis of a salt 
solution enclosed in a special cell. 

3. A large supply of salt im- 
mediately available, since the cost 
of mining and shipping it add ma- 
terially to the manufacturing cost. 
Hence location directly, over a salt 
bed is desirable. (1.75 tons of 
salt make 1 ton of chlorine and 1.1 
ton of caustic soda.) 

4. An ample supply of water, 
both for cooling and for making the 
saturate solution of salt used in the 
process. 

5. An assured fuel supply: i.e., 
railroad facilities. 


Though it anticipates the interesting 
outcome of this search, with the deci- 
sion to locate at Montague, this is a 
good point to let the power company, 
the railroad and the State Department 
of Economic Development give their 
own versions of their part in solving 
the many-sided problem of determin- 
ing upon a site. A spokesman for 
Consumers Power writes as follows 
about that firm’s part: 

Consumers Power worked very 
closely with the Hooker Electro- 
chemical Company for several 
months to assist them in finding a 
suitable location for their new Mich- 
igan plant. . . Their process consists 
of dissolving the salt underground 
and then pumping the brine into a 
special patented electrolytic cell 
where it is broken down by a flow 
of electric current into chlorine, 


hydrogen, and caustic soda. The 
process is automatic, requiring a 
comparatively small amount of 
labor, and a major part of their 
operating cost is electric power. An 
extremely reliable source of large 
quantities of power at low rates was 
an essential factor to be considered. 
The B. C. Cobb plant was already 
in operation at Muskegon, with a 
total generating capacity of 180,000 
KW, and it was only necessary for 
Consumers Power Company to con- 
‘struct the transmission lines . . . a 
distance of about fifteen miles. 

An addition to the Cobb plant of 
another 135,000 KW unit was al- 
ready in the planning stage, but the 
chemical development at Montague 
had something to do with the deci- 
sion to go ahead with our plant ex- 
pansion as soon as we did. We began 
driving piles for the project late in 
1953, but the new unit will not be 
in operation for another couple of 
years. 

The Hooker plant will take about 
20,000 KW, and although this 
would appear to be a comparatively 
small percentage of the total 
capacity of the Cobb Plant, still it 
is one of the largest single power 
users in the state... . 

While it is too early to tell with 
any certainty what the extent of 
future power requirements will be 
for the White Lake area, we fully 
expect that we will be able to take 
care of whatever may come along. 


The Chesapeake and Ohio’s Indus- 
trial Development Department had 
information about the transportation 
facilities available in the various com- 
munities under consideration. ‘Their 
statement about the useful part they 
played in locating and developing a 
site is as follows: 
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The Hooker people eventually 
settled upon Montague, and the rail- 
road company, on account of the 
potential traffic which this area 
would produce, decided to install a 
spur track to open up this territory 
for development by the chemical 
companies. This spur track, or 
branch line, is approximately one 
and one-half miles long, and will be 
extended in line with the develop- 
ment of this area. 

The railway company’s policy 
with respect to service is that we 
arrange our schedules and trains to 
give the industry what they need to 
meet their own peculiar market 
conditions. We maintain flexible 
arrangements to take care of any 
situation that develops. . . 

The Hooker Electrochemical 
Company ship in their own tank car 
equipment. The requirements of 
the Dupont and Union Carbide and 
Carbon Companies with respect to 
this feature have not been stated as 
yet by these industries. 


The state geologist’s office was able 
to assert with certainty that the Salina 
salt beds extended as far south as 
Muskegon. The Department of Eco- 
nomic Development was in a position 
to offer a great deal of help about 
available sites and their advantages. 
Their industrial agent in charge of 
southwestern Michigan was called in 
at an early stage of the search. The 
Department recalls its share of the 
job in these words: 

Mr. Clark (the agent) met the 
original Hooker searching party in 
Manistee in March of 1951 
through the industrial department of 
Consumers Power Company. From 
there on in we worked very closely 
with the Hooker people and the 


communities in which they were 
interested. . . We were in on and 
helped with all of the problems 
involved including zoning, the in- 
junction against rezoning, permis- 
sion to drill, the pollution problem, 
etc. 


Seven different sites were under 
consideration. The search was con- 
centrated as far south toward Muske- 
gon as possible, to remain in the 
known salt-bearing area and still be 
close to Chicago. Grand Haven was 
under favorable consideration, but was 
rejected because it was problematical 
whether the salt beds extended so far 
south, and Muskegon itself, an obvious 
choice, was eliminated, as an adequate 
plant site could not be found. 


That Unpredictable Factor 


Montague had not been considered 
as seriously as several other towns 
because of a lack of available land 
near enough both to deep water and 
to rail facilities. It is at this point 
that an unpredictable human element 
vitally affected the development of 
plans for the plant’s location. Up to 
now the outcome of the search 
depended upon the application of the 
sciences of geology, geography and 
economics to an abstract problem, but 
now the imponderable, chancy factor 
of local pride and civic determination 
proved to be the extra weight that 
swayed the balance. Arthur Meyer 
was instrumental in placing his home 
town of Montague in the forefront of 
Michigan’s new chemical empire. The 
notable fact is that he is not a real 
estate dealer, a promoter or an indus- 
trialist, but a plumber. We quote his 
own account of his surprisingly large 
part in the negotiations: 
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. . . As you perhaps know, prior 
to (Hooker) coming to Montague 
they were trying to locate at Man- 
istee, Ludington, Muskegon and 
Grand Haven. Our daily news- 
paper covered their visits to these 
places, and I had been following 
the articles with interest, therefore 
learning the requirements. . . . 

At this time I was drilling a water 
well among the sand dunes on the 
wooded shores of Lake Michigan, 
bringing up different formations 
from the depth of the earth. I got 
to wondering if one went deep 
enough what was really down there. 
Oil? Gas? Salt? Salt! why not if 
Hooker were trying to locate to the 
North and South of us, why not 
here? 

That evening I wasted no time in 
starting to write, telling them of the 
deep water on the north shore of 
White Lake, level sand ground, 
railroad facilities, etc., but decided 
against mailing it until I could get 
some definite location to offer them, 
which after several tries I succeeded 
in getting. I marked the site on a 
U.S. Lake Survey Map and enclosed 
it with my letter. 

In a very short time a representa- 
tive of their research department 
called on me. After showing him 
the north side of White Lake and 
the surrounding territory he seemed 
quite pleased. 

He returned to Niagara Falls and 
must have given a favorable report, 
for in a few days a number of 
Hooker officials arrived and then 
things really began to happen. . . 

The part that pleases me most is 
seeing the railroad in the place 
where I drew it, and that we have 
the factory in production giving 
employment to local people and 


good prospects of this community 
growing in the future*. 


In the words of a Hooker spokes- 
man, “Mr. Meyer acted as a one-man 
Chamber of Commerce in supplying 
maps and suggesting a route for a rail 
spur line.” Further investigation made 
it apparent that Montague was pre- 
cisely what the company wanted. 
Several property options were imme- 
diately taken. 


Summer People or a Chemical 
Industry? 


Then arose a major difficulty, one 
which took six months to solve. The 
resort business was a principal source 
of income to the town. The pleasant 
shores of White River and White 
Lake, so desirable from the point of 
view of the industrialist, were dotted 
with summer homes, either owned by 
summer people or rented to them. In 
the zoning controversy which fol- 
lowed, some owners were content to 
accept a good price for their property 
and withdraw, while others were deter- 
mined not to be forced out. Issues 
such as air and water pollution were 
brought into the discussion. (Water 
used in the Hooker plant returns to 
the lake purer than it was before; 
there is no air contamination). The 
argument, as would be expected, 
aligned summer people on one side 
and townspeople on the other. Those 
who made their permanent home in 
Montague were almost unanimous in 
favor of the new development. The 
resort business was a precarious one 


*The White Lake community is fully 
aware of what it owes to this man’s initia- 
tive. When it was realized that Montague 
was about to become the capital of a chemi- 
cal empire, his fellow townsmen staged an 
Arthur Meyer Day, with speeches and a 
presentation. 
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at best, of recent years, while the 
prospect of assured economic stability 
was irresistible. 


A $100,000 Gamble 


By the time this point was settled, 
an experimental well was being sunk 
to determine the amount of salt avail- 
able. The drilling meant a gamble of 
$100,000 in addition to what had 
already been spent. Montague was 
close to the edge of the Salina salt 
beds, and there was some question 
whether enough salt was available to 
make the establishment of a_ plant 
justifiable. Less than 50 feet of salt 
would mean no industry; indeed, 100 
feet was hoped for as a safe minimum. 
The drilling went down to 3,100 feet, 
through various beds of sedimentary 
rock, and struck salt—good salt—260 
‘feet thick. Montague rejoiced, Hook- 
er was satisfied, but the firm’s geol- 
ogist said, “Why stop? I think we'll 
find something even better.” So 
down went the drill, through 60 feet 
of limestone, and struck salt again, 
99% pure, and 170 feet thick. In the 
words of exultant townsman, 
“We've got enough of that white stuff 
under this town to last for 4,000 
years.” It is this lower bed from 
which Hooker gets its rock salt. Water, 
under tremendous pressure, is pumped 
down a pipe that was inserted through 
the shaft of the original drilling, and 
the pure salt, dissolved into a saturate 
solution, comes up and flows directly 
into the electrolytic cells. 


One Good Plant Deserves Another 


Things happened fast now. In July 
of 1952 the Chesapeake and Ohio 
started its spur to the plant from the 
Hart branch, and Consumers Power 
brought in the electric line. The next 


month, building started. In only 17 
months of intensive construction it was 
completed: eight major buildings with 
a complex array of tanks, piping and 
specialized equipment, costing $13,- 
000,000. The largest building, hous- 
ing the electrolytic cells, covers 35,000 
square feet. There is a caustic 
evaporation building where the caustic 
soda is concentrated, a rectifier build- 
ing for converting alternating to direct 
current, and various shops, stores and 
office installations. The plant has its 
own powerful pumps, an 8,000,000 
gallon equalizing pond for purifying 
water before returning it to the lake, 
and a dock for loading of barges for 
shipment to market.* 28 miles of 
pipe keep the salt solution moving 
through the steps of its processing. 
The H. K. Ferguson Company com- 
pleted this impressive array of build- 
ings early this spring: a big and dif- 
ficult task to accomplish in Jess than 
a year and a half. 

When the plant went into produc- 
tion recently it had an initial payroll 
of about 120. But the story of Mon- 
tague’s industrial expansion is only 
beginning. It is the policy of Hooker 
to interest other industries, its poten- 
tial customers, in settling nearby, and 
in accord with this policy, Dupont has 
been induced to locate a $15,000,000 
Neoprene rubber plant on adjacent 
land upon which Hooker had already 
taken options with such a likelihood 
in mind. On a contiguous site, Union 
Carbide and Carbon Corporation is 
erecting a $2,000,000 plant. The 
Dupont buildings are just beginning to 
go up, while the latter plant is still in 


*Hooker has its own barges and is favor- 
ably located for providing 50% liquid caustic 
soda to water-front customers all over the 
Great Lakes region. For example, it is less 
than 100 miles from Milwaukee by water. 


| 


16 


BusINEss Topics 


the surveying stage. When all three 
industries are in operation, Hooker 
will pipe anhydrous hydrogen chloride 
gas, made from its hydrogen and 
chlorine, to Dupont, which will also 
receive acetylene gas piped from 
Union Carbide. Both these products 
are essential in the manufacture of 
Neoprene. 

Hooker’s policy in pioneering this 
type of chemical development in a 
community, making itself instrumental 
to the introduction of satellite in- 
dustries, is a notable return to eco- 
nomic practices common over 100 
years ago. Moreover it is in line with 
the great post-war development of the 
chemical industry, the most dynamic 
in the country today. It has been 
growing at the rate of 10% a year 
for the past 25 years: three times as 
fast as industry as a whole, and nine 
times as fast as population growth. 
This trend seems likely to continue. 

The Hooker Company has the 
reputation of a “bell-wether” attract- 
ing other industries to itself wherever 
it decides to settle. Several states had 
hoped to attract this firm in its search 
for a new plant site, and many Mich- 
igan communities, as the search nar- 
rowed, would have been most happy to 
be chosen. What will it mean to 
Montague and the adjacent area to 
have a $30,000,000 chemical empire 
replacing the small metal shops, the 
resorts, the cherry-packing? 


The Human Side of the Picture 


At the present moment Montague, 
Whitehall and the White Lake area in 
general have just begun to feel the 
impact of a change that promises to be 
of tremendous scope. The community, 
totalling about 3,750 in all, has not 
had to absorb much influx of popula- 
tion. While the construction crews 


were at work on the Hooker plant 
there was the usual history of over- 
crowded facilities that goes with such 
a period: workers from as far away as 
Texas overtaxing the towns’ trailer 
camps, rooms and restaurants; rooms 
being rented, in some cases, for all the 
traffic would bear; workers driving 
many miles every day. Most of this 
early pressure is past, but even now 
there is not a house to be rented in 
either community, and the summer 
facilities around the shore are fully 
occupied year round. Compared to 
the impact of war and postwar condi- 
tions on many communities, these 
difficulties have not been great. The 
migratory population is now gone; 
most of the Hooker employees are 
local residents, and others come from 
nearby Shelby or Hart. The man- 
agerial group from the Hooker home 
office in Niagara Falls was picked with 
care, not only for its efficiency but for 
its character. “First class citizens”’— 
“Very desirable new residents”—thus 
they are cordially described by elder 
townsmen. 

The problems lie ahead, and it is 
encouraging to find how well aware 
of them are the towns involved. Busi- 
ness Topics, in turning its attention to 
Montague, had as its chief interest the 
discovery of the effect upon a com- 
munity that is hit, full force, by 
changes as great as those now in prog- 
ress. The war years, with their effect 
upon certain unhappy towns, are still 
fresh in the memory: thousands of 
people dumped upon communities 
totally unprepared to receive them, 
and the resulting dislocation of all 
human relationships, services and 
amenities. What are the civic prob- 
lems Montague and Whitehall are go- 
ing to face, and how are they pre- 
paring to meet them? 
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The School Situation. As we all 
know, the nation’s schools are sharing 
a big headache due to our high post- 
war birthrate. In addition to this 
general burden, the Whitehall and 
Montague school systems have their 
own troubles, due mostly to trying to 
plan for tremendous future expansion. 
In the words of the Montague school 
superintendent: 

The impact, in our opinion, will 
be threefold. First, more rooms 
will be needed; second, the tax base 
will be broadened, and third, a much 
improved instruction program will 
become available. 

A citizens’ committee has been 
working since January 1953 on the 
problem. . . Seventeen additional 
rooms will be needed by 1957 and a 
total of twenty-six rooms by Sep- 
tember 1960. Since that recom- 
mendation was made, an announce- 
ment of a new industry for the area 
was made which will increase the 
number of rooms necessary. We 
have been unable to determine how 
much that will affect us. Our build- 
ing, therefore, is planned to be easi- 
ly expanded both architecturally 
and in the method of financing. 

The tax base is broadened from 
about $3,000 per census child to 
perhaps $10,000. . . At present a 
new high school building to house 
350 people is in the preliminary 
planning stage. 


The Whitehall expansion program 
is described as follows by a spokesman 
for that school system: 


The Whitehall school is much 
concerned with its obligation to 
meet the increased enrollment. . . 
Our total school enrollment was 
increased by about 160 students, or 
roughly 15%. . . due to the con- 


struction company personnel. Now 
that the construction phase is com- 
plete our records show that about 
60 students represent children of 
parents employed by the Hooker 
company. We anticipate another 
increase as soon as Dupont enters 
its construction phase. 

The new school will not open 
until the fall of 1954. The building 
that it is supplementing is currently 
overcrowded by almost twice the 
rated capacity and the new building 
will only alleviate overcrowding, 
but will not completely remove it. 
The Whitehall district is classified 
as a rural agricultural district and 
is one of the largest in area in lower 
Michigan. 

We are planning to build more 
schools . . . but cannot until we have 
reduced our current bonded in- 
debtedness to such a level that we 
can again ask the voters for a new 
bond issue. 


Water and Sewage Disposal. While 
the industrial area, being situated out- 
side Montague, does not call upon 
the town for either water supply or 
sewage disposal, the presence of this 
new development will mean added 
population to strain the present facil- 
ities. Moreover, the location of the 
plants means that the town will not 
have the direct benefit of tax money 
from them. Even without the pros- 
pect of additional population, present 
arrangements are not adequate. There 
is no public sewer system in Montague. 
The water supply does not fill present 
demands with sufficient margin of 
safety. Water now comes from several 
driven wells, and there is a plan for 
obtaining a more consistent supply 
from the lake—this means a purifying 
plant will be needed. Whitehall has 
already taken care of its own needs in 
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one of these matters, for it has erected 
a new sewage disposal plant. 


Hospital Facilities. At present a 
campaign is under way to raise funds 
for a hospital. There seems to be a 
sharp difference of opinion in the area 
as to the desirability of building a 
hospital at all. One faction takes the 
position that hospital care has always 
been available in nearby Shelby and 
Muskegon, and that the supply of 
doctors is not adequate to staff a local 
hospital. The others reply that hos- 
pitals in the neighboring communities 
are already overcrowded, and _ will 
continue to be so even when plans for 
expansion are carried out; that 
prospective population growth makes 
it imperative to have an adequate hos- 
pital close at hand. The latter group 
seems to be in the ascendancy, to 
judge by the publicity given the 
campaign. 

Other Changes. To date, no added 
problems of traffic or of law enforce- 
ment have arisen. As for changes in 
the commercial picture, there is a 
likelihood of the establishment of a 
branch of a Muskegon department 
store in Whitehall. Also, the A.&P. is 
rumored to be negotiating for a site 
for a supermarket in Montague, to 
replace its present small store in 


Whitehall. Not so many changes in 
the picture have taken place as would 
have been anticipated, taking into 
account that $30,000,000 worth of 
new industry is, or will be, involved. 
One’s impression of the White Lake 
area at the present time gives reason 
for optimism in that the towns are 
aware of the extent of the changes 
ahead and are ready to cooperate with 
the new developments. However, 
they may find time running out on 
them. Schools, public facilities, streets, 
water supply and sewage disposal 
problems are likely to cause plenty of 
headaches in the next few years. This 
magazine proposes to follow up on the 
White Lake developments and make 
another survey at a later date, with 
special emphasis on the degree of suc- 
cess achieved by Montague and White- 
hall in meeting the urgent problems of 
the future. 


Our thanks are due to the following firms 
or departments which aided in the prepara- 
tion of this article: Michigan State Depart- 
ment of Geology, Michigan State Department 
of Economic Development, the Hooker Elec- 
trochemical Company, the Chesapeake & 
Ohio Railroad, Consumers Power Company, 
the Whitehall Forum, the public school offi- 
cials of Whitehall and Montague, and various 
cooperative individuals too numerous to 
mention. 


ATTENTION INDUSTRIAL PLANNERS! 


Locating a new industry in Michigan is like shooting a moose. When you 
pull the trigger and get your moose, the fun is over and the hard work begins. 
A moose weighs 1400 pounds and that is a lot of carcass to get out of the bush. 

Robert J. Byers, Michigan Department of Economic Development 
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CRUSADE FOR SAFETY 


By JOHN T. HAY* 


Traffic Safety is everybody’s busi- 
ness but who is to provide the leader- 
ship? That question confronted the 
people of Muskegon County for many 
years while death tolls mounted on our 
highways, until the Chamber of Com- 
merce decided to spearhead a unique 
campaign—a full-time County Safety 
Council with 100% volunteer help! 
Briefly, here is the background on this 
story. 

Greater Muskegon, Michigan, is a 
highly industrialized community. Al- 
though the city population is only 
48,000, the area’s work force totals 
51,000, indicating a high concentra- 
tion of population. In fact, the county 
figure is 125,000. There are more 
than 50,000 registered vehicles in Mus- 
kegon County, giving us a high 2.5 
ratio. 

The years since the war have been 
typical driving years. Increased auto- 
mobile production to satiate the pub- 
lic’s appetite for private transportation 
more than left its mark in congestion, 
carelessness on the part of drivers, and 
a rising traffic-death toll. Engineering, 
education, and enforcement were not 
given proper financing and attention. 
Year after year the traffic toll mounted. 
Twenty-six deaths were recorded in 
the county in 1950. Thirty-one deaths 
were recorded in 1951. In 1952 
an all-time high of 42 traffic deaths 
occurred in the county. 


*Mr. Hay is secretary-manager, Greater 
Muskegon Chamber of Commerce. This 
article is an abridgment of remarks made by 
him at the White House Conference for 
Safety, February 19, 1954. Thinking citizens 
everywhere will be interested. 


It's ‘“Somebody’s Business” 


As is usually the case in traffic 
safety the general attitude seemed to 
be that, although automobile fatalities 
and injuries are regrettable, and some- 
thing should be done about them, they 
are the normal course of human events. 

Prior to this, in 1951, the Greater 
Muskegon Chamber of Commerce had 
set up a traffic safety committee to 
make an investigation. It recommended 
that a full-time traffic safety engineer 
or director be established within the 
county government. Eight percent of 
the serious accidents were occurring 
out in the county. The county board 
was lukewarm to the idea, and the 
proposal, endorsed by some 14 local 
organizations, stalled through failure to 
obtain a legal opinion on the question. 

Meanwhile the Chamber, taking up 
the slogan that “Traffic safety must be 
made somebody’s business”, embarked 
upon a unique crusade, a Crusade 
for Safety. With 1952 and its heart- 
breaking number of 42 deaths, 1,180 
injuries and 3,598 property damage 
accidents coming to a close, it was felt 
that a volunteer safety council opera- 
tion should be set up for 1953 in hopes 
of proving to the public, and to govern- 
ment officials, that safety pays. 

The master plan prepared by the 
Chamber included a Crusade executive 
committee and 10 subcommittees, plus 
a special fleet operators’ division. It 
was organized and operated by volun- 
teers, with over 200 of them working 
on committees. The Crusade took hold 
from the very beginning. It met with 
widespread support from the press, 
business, and industry, labor, farm 
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bureaus, granges, PTA’s, enforcement 
agencies and others. 


Going to the People 


It was taken to the people right from 
the start. Permission was obtained 
from the state police to place a Cru- 
sade-for-Safety sticker on the wind- 
shield of vehicles. License-issuing bu- 
reaus handed out a sticker with each 
new 1953 license plate, and drivers 
were encourage to display it, as over 
30,000 did. On the inside of the 
sticker was the simple statement, “I 
pledge to drive with care”, as a con- 
stant reminder to the driver. Governor 
Williams’ official car was one of the 
first to display the sticker. 

The big job of keeping traffic safety 
before the public daily was undertaken 
by the Muskegon Chronicle and _ its 
editor, C. D. McNamee. If other news- 
papers would give the same whole- 
hearted support that this newspaper 
did, the traffic toll in this country could 
be substantially reduced. 

The safe-driver’s pledge was another 
important feature of the campaign. 
It was first taken by 1,100 persons 
representing 102 farm organizations, 
and these were followed by over 100 
other groups. They ranged in number 
from 25 to the 8,000 who stood up at 
a football game, raised their right 
hands and repeated, “I endorse the 
Crusade for Safety. I pledge to drive 
with care and urge others to drive with 
care.” Over 35,000 people have since 
taken this pledge. 


Elements in the Program 


As for the mechanics of day-to-day 
operation, the committees and their 
programs of work are listed as follows: 


Research: This group set up a 
monthly reporting procedure for all 


enforcement agencies. They also pin- 
pointed on a large map all death and 
injury accidents. The map was used 
by other subcommittees. A great deal 
of information was gathered and dis- 
seminated to the proper committees. 


Press and Radio: This committee 
included the heads of each of our four 
weekly papers, and three radio sta- 
tions, our CIO weekly paper, and our 
daily newspaper. Various aspects of 
public information were discussed and 
agreed upon at committee meetings. 
The Chamber published monthly press 
and radio reports which were mailed 
to the two media. These summarized 
the preceding month’s program, gave 
statistical data and outlined plans and 
projects for the next month. 


Education: So many clubs, organi- 
zations, and groups joined the Crusade 
that, even though numerous projects 
needed attention, the task of assigning 
them was made easy. The windshield 
sticker campaign was the first project 
of this group. The Exchange Club 
sponsored a $600 automatic electric 
Crusade-for-Safety scoreboard in Fed- 
eral Square downtown. It carried up- 
to-the-minute reports on our record, 
with a red light in the stop-and-go 
signal flashing for 3 days after each 
fatality. There were also erected per- 
manent outdoor advertising safety signs 
on the five trunklines leading into the 
county. These signs measured 8 by 16 
feet. Many other smaller signs were 
also put up with various organizations 
sponsoring their erection. Two out- 
door advertising agencies donated paper 
and space for standard 12 by 25 foot 
billboards. We had over 10 of these 
displays. 

The Junior Chamber of Commerce 
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adopted the Crusade as a major project. 
Some of its own contributions were: 

The largest safety parade in the his- 
tory of West Michigan with 120 entries, 
and witnessed by 50,000 people. A 
pedestrian safety campaign. Several 
wrecked vehicle grim-reminder dis- 
plays. A Labor Day safety slogan con- 
test. A special radio program. A cour- 
tesy driver campaign lasting for three 
months, with appropriate awards to 
polite drivers. An award campaign for 
those drivers residing in the county 30 
years or more without an accident, 
or having received a moving-violation 
ticket. A Fourth of July safety slogan 
contest was conducted with the winning 
entry being, “You don’t have to cele- 
brate the Fourth to death.” These 
projects and many more were the con- 
tribution of the Jaycees. 


Enforcement: Excellent cooperation 
was received from all law and enforce- 
ment agencies. The main project was 
the sending of an approved form letter 
to registered owners of vehicles re- 
ported in violation by citizens, who 
had been encouraged to report obvious 
violations. 


Engineering: A group of 11 engi- 
neers, mostly from industry, devoted a 
great deal of time making surveys of 
a number of dangerous areas. This 
committee won the confidence of county 
and State highway departments to the 
extent that most of their recommenda- 
tions were accepted and the necessary 
changes made. Improvements included 
stop and go lights, extra passing lanes, 
turning lanes, warning signs, etc. 


Program and Speakers: Twelve safe- 
ty films were scheduled throughout the 
year in a special film library. Twenty- 
five volunteers were trained by the 
committee to handle safety programs, 


and 144 programs were presented to 
local groups during 1953. 


Legislative: This committee worked 
for the strengthening of legislation for 
traffic safety program included recom- 
mendations for a uniform speed law for 
the State, safety checking for vehicles, 
the use of red flashing lights for emer- 
gency vehicles, a central bureau for 
issuing drivers’ licenses, and the main- 
tenance by the Secretary of State of 
records of violations, to provide a body 
of centralized information. The cen- 
tral bureau for drivers’ licenses and a 
permanent record of moving violations 
now have become the law in Michigan. 


Finance: Originally we proposed a 
budget of $1,935. We raised $2,400 
by mail, and an additional $2,000 from 
the Fleet operators, to bring the total 
to $4,400. We had no paid staff. 


Fleet Operators: Truckers played an 
important part in the Crusade. Safety 
is stressed in this industry, and the 
truckers unselfishly donated time and 
money to the program. The oil indus- 
try bought 2,300 scotchlite signs for 
commercial vehicles, with various safety 
messages. Large Crusade badges were 
purchased for drivers and filling station 
attendants. The over-the-road truckers 
staged a banquet in honor of 180 adult 
safety patrol leaders in the county. The 
President of the ATA, Walter Carey, 
stated in his address at the dinner, “It’s 
extremely comforting to live in a civili- 
zation moved by something besides 
selfishness.” The driver testing lab 
owned and operated by the Michigan 
Trucking Association was placed on 
display in our area for 4 weeks and 
gave free tests to all comers. 


Result: Success 


Traffic safety thus became every- 
body’s business of Greater Muskegon. 
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Here are the results: the figures tell 
the story of much hard and devoted 
work by all concerned: 


1952 1953 
killed 42 29 
injured 1,180 1,094 


property damage 3,598 3,101 


total 4,820 4,224 


While other major counties showed 
increases, and the state as a whole a 
9 percent increase, Muskegon County 
showed a 31 percent reduction in traffic 
deaths in 1953. At the same time, 
there was a 20 percent increase in 
traffic in our county. 

In the meantime results of the Cru- 
sade had an effect in another direction. 
The county Board of Supervisors in- 
cluded $12,000 in the 1954 budget for 
the establishment of a separate depart- 
ment with a qualified director to be 
named by a joint county and Crusade 


committee. This department is to be 
known as Muskegon County Crusade 
for Safety. 

Last December Crusade for Safety 
held a workshop session at which time 
all eleven subcommittees met simul- 
taneously to review the previous year 
and to set up the 1954 program. A 
continuation of effort was pledged, 
and a support of officials in authority. 
It was also agreed to sponsor a Teen- 
age Drivers’ Safety Conference, and to 
continue work for strict enforcement, 
court action, and licensing procedures. 

Crusade for Safety has now been 
adopted by several other counties all 
over Michigan, and particularly by the 
31 counties in the West Michigan 
Tourist and Resort Association. The 
Governor’s Safety Conference called 
the Crusade “the best organization set 
up yet devised on the county level.” 
It is our hope that eventually the 
county safety organization plan can be 
carried out on a national scale. 


ATTENTION LUMBERMEN! 


Don’t take any wooden quarters! Especially in and around Tenino, Wash- 
ington. During the late unlamented depression, the natives in those parts, being 
short on cash, printed wooden money (25¢, 50¢ and $1) on 3-ply Sitka spruce. 
Later, red cedar and Port Oxford cedar were glorified with similar monetization. 
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WHAT DOES AN ADEQUATE SUPPLY OF 
CAPITAL FOR SMALL BUSINESS MEAN? 


By RODERICK F. McDONALD* 


A Setting for the Question 


Everybody is for the small business 
man. Americans just instinctively 
want him to make good. We all got 
a thrill out of following Horatio Alger’s 
poor but industrious, honest and able 
lad who worked his way to success 
against very hard odds and all the 
schemes of evil doers. We admire 
the self-made man. We have a 
natural instinct to pull for the little 
fellow. 

Going beyond sentimental feelings, 
we believe that continued formation 
and growth of small, independent 
business enterprises is a condition 
essential to maintenance of a healthy 
and competitive industrial structure. 
Most of us probably would agree that 
this condition is also vital to continued 
preservation of our political stability 
and freedom. The fact that large 
corporations dominate a substantial 
segment of the modern economy 
makes it all the more important that 
the general health of small business 
be safeguarded. 

From time to time we hear people 
voicing suspicions that perhaps the 
small business man does not have a 
fair chance against the power and 
resources of big business. On various 
occasions we have heard a lot about 
his alleged difficulty in securing access 
to a fair and reasonable supply of 
business capital to set up his business 
and finance the growth of which it is 
capable. Congressional committees 


*Dr. McDonald is Assistant Professor of 
General Business, Michigan State College. 


have investigated and leading public 
figures have spoken feelingly about his 
financing problems. Various kinds of 
schemes to back him up with some 
form of public assistance in securing 
capital have been advanced. 

But where can we find any practical 
or meaningful study of just what kind 
of a problem this really is? It is easy 
(and very popular), to defend the 
small business man’s claim to a fair 
deal in getting the business capital he 
needs, but what does that really mean? 

If we are to be intelligently 
informed on this question the first step 
is to arrive at a clear understanding 
of what is included in the business 
capital used to finance the establish- 
ment and growth of small enterprises, 
also the importance of basic differ- 
ences between use of owner and 
creditor funds. Then the logical and 
practical meaning of an adequate 
supply can be considered and clarified 
against the background of inherent 
characteristics of small business which 
affect the risk and govern the view- 
point of both the small business man 
and prospective outside investors. 


The Term “Business Capital’’ 


The average person may not realize 
that the term “business capital” should 
be used to include, not only the own- 
er’s Own resources, but also the sum 
total of all the resources he can 
obtain from others to invest in his 
enterprise for the relatively long time 
involved in financing the formation 
and subsequent growth through a 
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period of a few years or more. There 
is no difficulty in identifying the 
various kinds of business capital bor- 
rowed under a loan contract with a 
formal long term maturity date, as for 
example in the case of a bank term 
loan. However, through his initiative 
and ingenuity, the small business man 
frequently finds a substitute for formal 
long term financing. Often he is 
able to use short-term bank credit 
continuously, through repeated renew- 
als, for a lengthy period. Resources 
obtained in this manner must also be 
included in a practical definition of 
business capital. 

As long as the flow of revenue 
received by the borrower is adequate 
to maintain interest payments and as 
long as he manages his financial 
affairs in such a manner as to be able 
to effect a periodic temporary clean-up 
of the indebtedness, the bank probably 
will accommodate him on this basis 
for a lengthy period. The loan 
becomes a kind of semi-permanent 
credit. Technically the bank can 
demand repayment at any maturity 
date and decline to grant another 
renewal. Realistically, any wide- 
spread calling of such loans by banks, 
particularly in time of financial stress, 
would probably result in many de- 
faults, because of the difficulties which 
would be met by borrowers in raising 
large amounts of cash quickly. In 
fact, the bank is participating in the 
risks of financing small business 
growth. 

In general statistics of short-term 
bank credit, it is impossible to dis- 
tinguish between the truly short-term 
and this substitute kind of business 
capital. Therefore, the extent of its 
contribution to financing of the forma- 
tion and growth of small enterprises 
would be very difficult to measure or 


even closely estimate. However, the 
author has seen cases illustrating its 
importance in the course of field re- 
search in financing of small enter- 
prises. A good example is the case of 
a small company organized in Indiana 
in 1946 to manufacture plastic items 
by the injection molding process. 

The initial financing of the enter- 
prise was a total of $33,000, of which 
$21,000 was capital stock subscribed 
by the three organizers. The remain- 
ing $12,000 was a six-month loan 
from a local commercial bank, made a 
few months after the business was in- 
corporated, when a building had been 
obtained and machinery finally 
delivered. Discussion with the execu- 
tive officer of the bank which made 
the loan indicated that it had been 
based to a large extent on confidence 
in the ability and integrity of the 
three organizers, especially the one 
who became president and took up 
management of the company’s finan- 
cial affairs. In addition, it appeared 
that the enterprise carefully 
planned, with considerable assistance 
as to location and facilities from the 
local Chamber of Commerce. The 
banker knew at the end of six months 
the business would not likely be ready 
to repay the loan. In fact, as an 
experienced businessman, he knew 
that by then the money would be well 
tied up in plastic molding machines 
and the like. The reason for this loan 
to a new enterprise was the bank’s 
confidence in the opportunities in the 
new plastics industry and in the ability 
of these men to exploit the possibilities 
successfully. In the process, a valuable 
service was rendered to the community 
and a new profitable business connec- 
tion created for the bank. 

In the three years of operations 
which were studied, the company 
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proved very profitable and a credit- 
able financial picture was built. With 
growth in volume of business the total 
assets employed also increased sub- 
stantially. At the end of the fiscal 
year 1949, the balance sheet showed 
working capital of about $40,000 and 
investment in fixed assets, at depre- 
ciated value, amounting to more than 
$90,000. In addition to construction 
of improvements to its building, the 
company had acquired five expensive 
plastic molding machines. This growth 
was financed during the three-year 
period from two sources. One was an 
increase in owners’ investment amount- 
ing to more than $110,000, of which 
almost all was retained earnings. The 
other source was renewed and 
increased bank loans. The bank 
granted a line of credit with a max- 
imum of $38,400 in September, 1946, 
when the original six-month loan of 
$12,000 matured. The amount of this 
line of credit was based on the value 
of inventories, accounts receivable and 
machinery, all of which were pledged 
to the bank under a single chattel 
mortgage. Thus, what was nominally 
a short-term bank loan was an impor- 
tant source of business capital needed 
to finance establishment and growth 
of the business. 

In framing a practical definition of 
business capital, some reference to 
trade credit also is in order. Not 
enough is known about the part trade 
suppliers have played in supplying 
capital to finance many firms. Where 
the buyer is given thirty, sixty or ninety 
days and occasionally longer, to pay 
for purchases, it could be an impor- 
tant help to him in his financing, 
depending on the speed of stock turn- 
over. In some cases, further special 


credit is extended by suppliers. Thus, 
trade credit must be reckoned with as 


a significant element in the supply of 
business capital. A good example was 
seen in studying the financing of a new 
drug store, set up in 1947 to serve an 
outlying area which had grown quickly 
due to construction of a large veteran 
student housing project at a state 
university. The two owner-partners 
received a special one-year credit from 
a drug supply house, to help finance 
the opening inventory. The amount 
of this credit was $1,500 and it was 
increased to $3,700 after the first 
month of operations. This was a sub- 
stantial item compared to the total 
investment by the partners of $7,500. 
But there do not seem to be any 
comprehensive data available as to 
how common such financing assistance 
is. In the case mentioned above, one 
of the partners was well and favorably 
known to the suppliers through many 
years as a pharmacist. Also, this par- 
ticular line of business is one where 
there is a good basis for such credit in 
the professional qualifications and the 
generally high quality of the trade. 
It might be expected to be given 
rarely in many lines where large num- 
bers of entrants are common, no 
special qualifications are necessary for 
starting and the risk is very high. 
The small business men questioned 
by the author during the past few 
years, in the course of field research, 
generally reported that they are taking 
cash discounts regularly and that the 
accounts payable on their balance 
sheets at any given date represented 
largely items awaiting the normal 
course of early payment, rather than 
a planned source of supply of business 
capital. It seems probable that there 
would not be the same unanimity on 
this point in a study made at a time 
when business is not so generally 
prosperous. Also, conditions with 
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respect to such things as cash dis- 
counts, time allowed for net payment, 
alternative sources of funds, vary 
greatly in different lines of business 
and in different circumstances. 

In the absence of concrete data, it 
is difficult to evaluate the extent to 
which trade credit has been a factor in 
the general problem of the small busi- 
ness man in securing business capital. 
But, no doubt, it is important in many 
cases and it must be included as an 
element in the supply. 


Important Differences Between 
Owner and Creditor Elements 
of Business Capital 


The differences between the own- 
er’s investment and borrowed capital 
seem pretty obvious to most people. 
But even though these differences are 
well known, their effects are not 
always fully understood or appreciated 
as factors in the supply of business 
capital. 

To begin with an important basic 
principle, the small business man, in 
building the capital structure of the 
business, usually molds together two 
different elements, with important 
differences in characteristics. These 
are the elements of ownership equity 
and borrowed funds. The proportions 
of these two elements applied in any 
particular case and the details as to 
form and terms of each are subject 
to wide variation throughout the 
extensive area of small business. In 
the case of most new enterprises, the 
principle that excessive debt should 
be avoided has long been recognized 
as a sound one. But in cases where 


the owner’s resources are not adequate 
to meet all requirements for establish- 
ing and financing the growth of the 
business, he must look for outside 
funds. Since so many new enterprises 


are founded by people who do not 
have personal resources adequate to 
finance the business to a substantial 
size, business capital will be borrowed 
in a very large proportion of cases. 
The organizer will also weigh the 
possibilities and advantages of bring- 
ing in additional ownership equity by 
selling a share in the business. 

There are important differences 
between these two elements used in 
building the capital structure. In the 
first place, the element of debt will 
carry a relatively low but assured rate 
of return. This places the burden of 
a fixed charge on the enterprise, with 
all the implications of that term. But, 
associated with this relatively low 
assured return, there is customarily 
no sharing in the control of the busi- 
ness, or in the residual profits. How- 
ever, the creditor normally is a critical 
person and will demand assurances on 
various points in order to protect his 
position. Within the limitations of 
covenants made to satisfy creditors, 
the owner is free to control his own 
enterprise and, after meeting the rela- 
tively low fixed charge for use of bor- 
rowed capital, will enjoy the entire 
fruits of his success. 

Thus, the ownership equity element 
in the capital structure will hold 
management control of the enterprise, 
bear the greatest risk of capital in- 
vested and carry the right to residual 
profits, which may be very substantial 
if the business grows successfully. It 
might be noted at this point that in a 
corporation, use of preferred stock 
involves a compromise between the 
two main elements, containing some 
characteristics of one and some of the 
qualities of the other. However, it is 
appropriate to classify any particular 
issue of preferred stock for purposes 
of this discussion, either with one or 
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the other of the principal elements in 
the capital structure, according to the 
terms of the issue. 

The significance of these funda- 
mental differences between the two 
elements combined in the capital struc- 
ture of the enterprise, from the point 
of view of what is meant by adequacy 
of supply of business capital, is this. 
If it is considered that the supply of 
creditor investment funds is inade- 
quate, that implies that facilities 
should be improved to provide money 
on a basis such that it will carry a 
relatively low but fixed return and, 
subject to appropriate covenants to 
give the creditor reasonable protection 
against fraud or mismanagement, will 
not share in the control of the business. 

Similarly, if it is considered advisable 
to provide a better supply of equity 
capital, it should be kept clear that 
what is meant is additional resources 
invested on ownership terms with all 
they imply, including chief risk, pro 
rata share of control and of residual 
profits. The points which it is desired 
to emphasize and which often seem to 
be overlooked in dealing with the ques- 
tion of adequacy of supply of business 
capital, are these. First, the business- 
man who desires access to additional 
creditor funds must be willing and able 
to undertake the contractual obligations 
of debt and to provide adequate safe- 
guards to the creditor. Second, the 
businessman who is unwilling or un- 
able to meet creditor standards and 
who desires to introduce new owner- 
ship equity funds into his business, 
must be prepared to share control pro 
rata, and also share the residual profits. 

The entrepreneur cannot expect to 
enjoy the advantages of either of these 
elements in the capital structure with- 
out also accepting its price. He cannot 
expect any lending agency, whether it 


be a commercial bank, another private 
financial institution, or a government 
agency created to place the public 
credit in support of his enterprise, to 
risk funds without an assured return, 
appropriate limitations on his freedom 
of action and in many cases the pro- 
tection of a mortgage on assets. These 
points are stressed because often it is 
found that complaints by businessmen 
that they are unable to obtain an ade- 
quate supply of equity capital mean 
that they are unable to obtain such 
capital without sharing control and 
profits of the business. Also, com- 
plaints of insufficient access to long- 
term credit for business capital pur- 
poses frequently involve unwillingness 
or inability to provide adequate safe- 
guards to creditors as part of the neces- 
sary terms of such credit. 


The True Meaning of Adequacy of 
Supply of Business Capital 


Having noted the important char- 
acteristics of owner and creditor ele- 
ments in the supply of business capital, 
the next step is to see what should be 
the true meaning of adequacy of supply 
of the two elements. Adequacy does 
not imply an unlimited supply of each 
for every man who desires it. The 
scarcity of capital as an economic good 
indicates that limitations on the over- 
all supply must be expected and the 
competition of alternate uses must be 
met. Also, attention must be given to 
certain characteristics or qualities in- 
herent in small enterprises, which 
govern the risk of investment in that 
field. 

For purposes of relating them to the 
meaning of adequacy of supply of 
business capital, these important in- 
herent qualities of small business en- 
terprises may be summarized as fol- 
lows: 
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1. Success of the enterprise depends 
to a major degree on the per- 
sonal qualities of the entrepre- 
neur, chiefly— 

a. experience 

integrity 

ability 

health and longevity 

willingness to plow back a 

major portion of his profits 

over a period of years, to 
strengthen and build up the 
enterprise. 


2. Small enterprises usually do not 
have wide national markets and 
are not widely known outside 
their own localities. 


3. Small enterprises usually do not 
have the diversification of opera- 
tions and reserves of assets which 
would help withstand the effects 
of severe business depressions. 


4. There is freedom of entry into 
the small business field and keen 
competition prevails. Many new 
businesses are started and many 
discontinued each year. Pub- 
lished statistics of business fail- 
ures indicate the risks of invest- 
ment in this field. 


5. Small business profits easily can 
be affected in an important way 
if the enterprise is incorporated, 
by the amounts siphoned off as 
entrepreneur’s salary. This has 
important implications for out- 
side investors. 


When outside funds are sought, these 
inherent qualities of small business are 
important factors in the risk. If the 
Outside investor is invited to come in 
as a creditor, he deserves adequate 
safeguards and priority to protect him. 
Or, if he comes in as a part owner, to 


participate in both the risks and fruits 
of ownership, he deserves a share in 
control of the enterprise, by which he 
may protect his investment. Such an 
investor, especially where the amount 
invested is relatively small, will find 
the task and expense of supervising 
his investment to be not light. In some 
cases he decides to pass up the op- 
portunity of participating, because he 
realizes he is not qualified to under- 
take the task. We cannot blame him 
for such a decision. Thus, the enter- 
prise may not become attractive to out- 
side investors until it has grown to 
medium size and given some evidence 
of permanency. 

Naturally, the entrepreneur usually 
will share profits and control of the 
enterprise with outsiders only as a last 
resort. In many cases he accepts their 
money rather grudgingly and resents 
anything that seems like unnecessary 
interference on their part. The oppor- 
tunity to employ outside equity capital, 
on the basis which by its very nature 
must be accepted, thus is not attractive 
except as a matter of necessity. The 
meaning of adequacy of supply of this 
type of business capital needs to be 
interpreted in the light of these natural 
human feelings of the entrepreneur. 

If the outside investor comes in as 
a creditor, he takes important un- 
avoidable risks, as indicated above. 
However, he can earn an attractive 
return on his resources if his selection 
of risk is good and if he gives the 
careful continuous supervision of the 
investment which is necessary. In order 
to protect himself against sonte obvious 
risks, he will want priority of income. 
He may demand a lien on assets and 
an agreement protecting him against 
unreasonable withdrawal of assets or 
reckless dissipation of assets by the 
entrepreneur. 
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These demands are based on experi- 
ence and prudence. If the investor does 
not protect his position, he stands to 
lose his money. Also, it would be no 
service to the entrepreneur to make it 
easy for him to obtain the use of other 
people’s money for ill-advised ventures. 
His own equity would be lost at the 
same time. However, it is a vital qual- 
ity of the free enterprise system, just as 
every citizen may aspire to be Presi- 
dent, that any man with creative ideas 
and entrepreneurial skill, but lacking 
in business capital, should have ade- 
quate opportunity to convince others 
that they should entrust their capital 
to him. Maintenance of that oppor- 
tunity must be included in the eco- 
nomic meaning of adequacy of supply 
of business capital from outside invest- 
ment sources. 

Difficulty complained of by an entre- 
preneur in obtaining equity capital 
actually may mean his difficulty in in- 
creasing his own personal ownership 
equity. In most cases, the primary 
source of such increase is through 
plowing back earnings. Thus, retained 
earnings become a very vital considera- 
tion in his eyes. It is only natural that 
he should consider it a hardship to be 
required to pay any substantial portion 
of such earnings as income tax. If all 
other things remain equal, high income 
taxes will slow the process by which 
the entrepreneur builds up the value of 
his own equity. But for income taxes, 
he might not need to seek any outside 
capital. 

But income taxes are only one of the 
conditions under which the small busi- 
ness man has been operating in a 
dynamic economy. In recent years, 
high income taxes have gone along 
with war and post-war conditions in- 
volving tremendous amounts of gov- 
ernment spending, strong consumer 


demand in most lines, high national 
income, high prices and very handsome 
profits. The effects of income taxes 
should be appraised against this back- 
ground. 

The question of whether such a high 
income tax scale would be desirable 
or even possible under economic con- 
ditions of the horse-and-buggy era may 
provoke a lot of violent argument, but 
it isn’t very practical. The real ques- 
tion is whether a worthwhile sum is 
left to the small business man after he 
pays his taxes. 

Keeping in sight the needs and de- 
sires of both the small business man 
and the prospective outside investor, 
the true economic meaning of adequacy 
of business capital may be summarized 
as follows: 


1. Opportunity for the entrepre- 
neur’s equity to grow in a sub- 
stantial way through reinvestment 
of earnings after income taxes 
are paid, as a reward for suc- 
cessful operations. 


Opportunity to convince outside 
investors to make equity invest- 
ment where the entrepreneur is 
willing to share control on a pro 
rata basis. 

3. Opportunity to convince outside 
investors to lend their resources 
when the circumstances provide 
a basis sound and attractive to 
both entrepreneur and creditor. 

Small business competes for use of 

outside business capital with a variety 
of other forms of investment. When 
the situation is considered carefully, it 
is easy to understand why many enter- 
prises find it difficult to finance sub- 
stantial growth successfully. But there 
are possibilities for large profits, as 
probably everyone has observed in 
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specific cases. These possibilities will 
always attract men who are willing to 
take the risks involved for the chance 
of substantial returns. In a dynamic 
economy, there is demand for addi- 
tional capital from many directions. 
Naturally, the competition faced by 
the large number of small businessmen 
will be very keen. There is nothing 
new or unexpected in that. It seems 
inevitable that not all should be able 
to persuade investors to trust them 
with the additional capital they desire. 
In the contest, a great deal will depend 
on the ingenuity of the individual 
entrepreneur, as well as on the circum- 
stances of his environment. If capital 


could be provided freely to all men 
who desire it, the problem would not 
exist. If additional capital, now un- 
used or less desirably employed, can 
be persuaded to enter the small busi- 
ness area, an economic advantage will 
result, provided the risks are selected 
carefully. 

The small business man needs op- 
portunity, not loan guarantees. To offer 
him anything more than a fair oppor- 
tunity is to insult him. As long as his 
channels of opportunity are kept open, 
he will continue to make his own pros- 
perity, in spite of income taxes or any- 
thing else, by the sweat of his brow 
and the speed of his brain. 


ATTENTION PAPER MANUFACTURERS AND 
LEATHER WORKERS! 


An Egyptian mill making paper from papyrus reeds along the Nile is having 
its troubles. An excess of crocodiles at the wet end. Production is down to 
one-tenth ream per month. However, a subsidiary of the company has been 
formed to market the hides of crocodiles which come off second best with the 
workmen employed by the plant. How about some muskrat skins from our 
Michigan paper mills? Never underestimate the possibility of a by-product. 


ATTENTION ADVERTISERS! 


The trade of advertising is now so near perfection that it is not easy to 


ropose any improvement. 
‘ Samuel Johnson, 1759 
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THE SEAWAY 


AN EDITORIAL 


One of the deeply significant events of our generation in the central west 
occurred recently when the bill authorizing the St. Lawrence Seaway was signed. 
It has been acclaimed with fitting adjectives by political and business leaders and 
is being well covered in the press. Perhaps so much is being said about the 
Seaway that our understanding is clouded. 

The following three questions about the project are basic: 1. What specifi- 
cally is provided by this legislation? 2. What values will it bring to Michigan’s 
economy? 3. What should we be doing about the Seaway now? 

Anyone who visualizes majestic ocean liners in the Detroit River in the fore- 
seeable future will be disappointed. When the Seaway is complete, it will not 
accommodate such vessels nor would they be justified. The 27-foot channel 
depth will admit large, economical freight vessels, which is the purpose. The 
present bill, however, would construct this channel only up to Toledo, not to 
Michigan ports. Construction has not started yet, even on the “lower sec- 
tion” canals in Canada, but New York state has just cleared the last barrier to 
financing the dams on the St. Lawrence. Around five years will be required for 
the total project. 

The value of the currently-authorized project to Michigan is greater than 
one might gather from the above remarks. The Seaway will admit bulky raw 
materials into the Great Lakes, iron ore being of outstanding importance. The 
future of our steel-using industries is tied directly to economical steel supply, 
coming mainly from plants served through the lower lake ports which the 
authorized waterway will reach. Potential migration of the steel industry away 
from our region, with the imminent depletion of northern ore reserves, is no 
idle threat and all industry is increasingly dependent on imported raw materials. 
Hence the Seaway is needed assurance of our industrial future. 

Michigan citizens should not be content until companion legislation is passed 
to extend connecting channels up the Detroit, St. Clair, and St. Mary’s rivers. 
Army engineers now are surveying for this project. Our joy at the passage of 
the present seaway bill should not defiect attention from the need to continue 
the channels and provide access to all our ports. For our position as an ex- 
porter is at stake too, and this need can be met only when the vessels come 
up to Michigan docks to load. The volume of automobiles now assembled in 
seaboard plants hints possible greater loss of Michigan’s share of the industry 
unless a complete Seaway is realized. 

It is probable that Congress, having gone this far in authorizing the deep 
channels, will in fairness authorize the connecting links up the lakes. But it is 
by no means certain that Michigan’s port cities will be ready to capitalize fully 
on the Seaway. The potential trade that might be developed is shown by the 
320 sailings from Detroit last year by the small ocean ships that navigate the 
present waterway. Securing commerce is a matter of logical organization and 
strong efforts, however, and it does not automatically result from digging a 
channel. 

A number of studies are needed by Michigan’s dozen or more potential sea- 
port cities. Industrial economic studies of the export or import trade obtain- 
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able from the area served by the port should be coupled with studies of indus- 
tries that might come when cheap water hauling of heavy goods is available. 
Engineers and city planners need to assess the structures and terminals required. 
Financial people must decide how the funds should be sought. The needed 
appraisal is many-sided. 

If experience of the nation’s great seaports is heeded, port authorities are 
essential. Such an authority can develop and maintain a seaport without being 
hampered by politics, in a business-like way. Milwaukee already is functioning 
well, having its Port Authority. Some other ports, including Toledo, Duluth 
and Buffalo seem to be far ahead of any Michigan city in their present facilities 
and available land for new ones. Only organization can produce such results: 
a proper determination of the tasks to be done and distinct assignments of such 
responsibilities to agencies that can and will do them. 

Civic leadership is demanded by this opportunity. Conflicting private inter- 
ests, especially of railroads and other rival transportation media, must be brought 
together so that land, facilities and promotion will become available and favor- 
able export freight rates obtained. The state Legislature will be presented with 
a bill that would enable cities to create the needed port organization. Una- 
nimity of purpose should be demonstrated now if Michigan, the second greatest 
state in foreign sales, is to attain a high rank in overseas shipping. 


Executive Program in Administrative Action 


Michigan State College is planning a program for business executives 
to be offered early in 1955. 

This program is being designed at the request and with the coopera- 
tion and advice of Michigan businessmen. Every effort is being made to 
learn accurately the needs of business in the broad area of management 
development and to determine the role the college can play in helping 
business meet these needs. It is anticipated that this program will supple- 
ment the companies’ executive development efforts by providing the frame- 
work for those broader segments of advanced training which many find 
difficult to accomplish within their own organizations. 

The program is sponsored jointly by the School of Business and the 
Continuing Education Service. Its general objectives are (1) to enable 
administrators to execute more effectively their present responsibilities, (2) 
to expand their abilities for greater future responsibilities and (3) to en- 
courage personal development. 

For additional information write: 


Ward J. McDowell, Director 

Executive Program in Administrative Action 
Business Administration Building 

Michigan State College 

East Lansing 
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COMMENCEMENT, 1954 


This is the month when the spotlight focuses upon the univer- 
sities’ main business, education. Commencement is as proud an 
occasion for the faculties as for the graduates and their parents. 
We felicitate the 3,050 members of Michigan State College’s Class 
of 1954, centering our interest on the 398 business and economics 
majors. 

Thoughts at Commencement are more of the future than the 
present. A practical concern is what career opportunities await 
these young people. The recession has raised doubts; so for the 
facts we turn to a man who knows the situation directly. The 
Placement Bureau at Michigan State has been bringing employers 
and job candidates together for 11 years. Its Director, Jack 
Breslin, tells us the following: 


Last year seemed to be the best placement year the univer- 
sities would ever have, and a drop-off was expected after it. 
But 1954 has been surprising: more companies came to us 
for recruiting, and more students took interviews. Some com- 
panies came back two or three times this year. 

Total jobs are about equal to those of last year, but em- 
ployers were more selective. More and more companies are 
recognizing the value of college recruiting and the advantages 
of utilizing university placement bureaus. All companies are 
becoming increasingly anxious to obtain the services of col- 
lege graduates. Outstanding executive performances by grad- 
uates of six and seven years ago is one reason for this 
intensified demand. Technical men are still in the most de- 
mand, although this year has brought a resurgent demand 
for business administration trainees. 

The students themselves seemed more selective, studying 
the future potential of companies before accepting job offers. 
This gives smaller companies an equal opportunity with the 
larger companies in competing for college graduates. Pros- 
pective employers will find these suggestions valuable: 

1. Work with a university placement bureau regularly, 
coming back every year and establishing your name be- 
fore the students. 

2. Have a definite training program, described clearly in 
your literature for candidates, as graduates look for 
this. 

3. Have a summer work program for juniors. You and 
the student can get acquainted, thus simplifying the task 
of recruiting at the senior level. 
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BUSINESS RESEARCH PUBLICATIONS 


The Bureau of Business Research was established in 
1951 to assist the Michigan State College faculty in con- 
ducting economic and business research, and to serve 
Michigan business with information and studies. In- 
quiries should be addressed to the Bureau’s director. 
The studies are usually published, and those currently 
available are listed below. 


RESEARCH REPORTS 
(single copies free) 
Greater Muskegon Consumer Shopping Survey 
St. Joseph Consumer Shopping Survey 
Michigan Tourist Survey 
Careers in Hotel and Restaurant Management 


What Michigan Newspapers Tell About the 
Schools 


CONFERENCE REPORTS 


1953 Michigan Aeronautics Conference ($1.00) 


1953 Michigan Advertising Management Con- 
ference ($1.00) 
Profit Potentials Through Customer Satisfac- 


tion in 1954 (Restaurant Management 
Conference) ($5.00) 
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